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Introduction
Please state your name, business address, and current position.
My name is Dustin R. Metz. My business address is 430 North Salisbury
Street, Dobbs Building, Raleigh, North Carolina. | am an engineer with the

Energy Division of the Public Staff — North Carolina Utilities Commission.

Briefly state your qualifications and duties.

My qualifications and duties are included in Appendix A.

What is the mission of the North Carolina Public Staff?

The Public Staff represents the concerns of the using and consuming public
in all public utility matters that come before the North Carolina Utilities
Commission. As defined by N. C. Gen. Stat. § 62-15(d), the Public Staff has
a statutory duty and responsibility to review, investigate, and make
appropriate recommendations to the Commission with respect to the
following utility matters: (1) retail rates charged, service furnished, and
complaints filed, regardless of retail customer class; (2) applications for
certificates of public convenience and necessity; (3) transfers of franchises,
mergers, consolidations, and combinations of public utilities; and (4)
contracts of public utilities with affiliates or subsidiaries. The Public Staff is
also responsible for appearing before State and federal courts and agencies

in matters affecting public utility service.
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What is the purpose of your direct testimony in this proceeding?

The purpose of my direct testimony is to set forth the Public Staff’s findings
and recommendations resulting from our examination of the Application of
Duke Energy Progress, LLC (DEP or the Company) in Docket No. E-2, Sub

1300, filed on October 6, 2022, (Application).

What was the scope of your investigation regarding the Company’s
Application in this proceeding?

My investigation covered two main components, a review of certain Base
Case' costs sought for cost recovery in the current rate case and certain
elements of proposed capital projects in the Multi-Year Rate Plan (MYRP)
that are part of the Company’s Performance Based Regulation (PBR)
Application. For purposes of my initial testimony in this case, | reviewed
historic costs associated with projects placed in service for the period June
2020 through November 2022. My investigation incorporated multiple site
visits to the Company’s fleet of generating stations and an operations center
to review certain projects, including projects that were complete and others
that were under construction. In addition, | participated in numerous

meetings, both virtual and in person, with Company staff.

How is your testimony organized?

My testimony is organized in four main parts:

" The Base Case is the historical spend that DEP is seeking to recover under N.C.G.S. §

62-133.
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l. Summary
Il. Base Case Recommendations and Findings
Il. Fossil Generation Trends

V. MYRP Rate Case Recommendations and Findings

Q. Are you providing any exhibits with your testimony?
A. Yes. | am including two exhibits, described below:
Exhibit 1. Non-Confidential DEP Data Responses to Public Staff Data
Requests No. 90, 137, 138, 155, and 232
Exhibit 2. Confidential DEP Data Response to Public Staff Data

Request No. 42

. Summary

Q. Please identify the areas you investigated.
In addition to serving as the Public Staff's technical director for this
proceeding, | specifically investigated, supervised, and worked with other

members of the Public Staff on review of the following:

o Fossil generating fleet performance and reliability.
o Base Case spend for generation, transmission, and distribution,
including:

= Capital additions;

= Materials and supplies (M&S) inventory;
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= E-1, Item 10, NC-2100 - Adjustment to levelize nuclear
refueling outage costs;

= E-1, Item 10, NC-2120 - Adjustment to end of life nuclear
costs; and

= E-1, Item 10, NC-2160 - Adjustment to coal test year O&M.?

e Staffing levels for specific work groups.
e Transmission plant cost allocation.
o Prospective components of the Company’s MYRP capital plant

additions for generation, transmission, and distribution, including the
following:

= Project need;

= Timing of implementation and completion;

» Cost estimates; and

= Staffing.

o Supervision of Public Staff consultant GDS Associates, Inc. (GDS),
in its review of the Company’s proposed MYRP transmission
additions, including:

= Power flow analysis; and

» Project need.

2 Pro-forma NC-2160 was filed in the Company’s February update.
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Q. Please summarize your recommendations resulting from your

investigation.

A. Based on my investigation, | recommend the following adjustments:

. Shift the costs of Project Walter, DEP’s new Energy Control Center,
from the Base Case to Rate Year 1 of the MYRP.

. Remove the capital costs of Project Florence, DEP’s new
transmission service building.

. Remove costs associated with unusable inventory (M&S Inventory).

. Modify proposed O&M for coal-fired generating stations (NC-2160).

J Modify inventory salvage value (NC-2120).

. Adjust transmission cost allocation.

o Adjust MYRP project contingencies.

. Adjust select MYRP project efficiencies.
) Remove specific MYRP transmission projects (based on GDS’s
findings).

In addition to those specific recommended adjustments, | address the

following concerns:

) Declining performance trends of the Company’s fossil generating
fleet, including decreased unit availability, elevated outage rates, and
decreased staffing.

. Uncertainties around staffing, execution, and risk management of

elements of the Company’s proposed MYRP projects.
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Il. Base Case Review and Findings

What adjustments are you proposing for capital projects closed to
plant?

| have two recommendations. The first adjustment removes the costs of a
new transmission building located in Florence, South Carolina (Project
Florence). The second adjustment transfers the cost of the new Duke
Energy Progress Energy Control Center (Project Walter) from the historic

test period to Rate Year 1 of the MYRP.

A. Project Florence

What is Project Florence?

Project Florence is a new transmission services building. The Company has
distributed operations centers throughout its service territory to support
multiple utility functions, including a pre-existing transmission operations
center to support maintenance and construction activities for its Florence,
South Carolina area, also known as the Carolinas East Southern Region.
Prior to Project Florence, transmission services in this area were served
from two buildings on the same lot. The Company made an internal
business decision to build a new consolidated transmission services
building and demolish the two older existing buildings at the pre-existing site
(total system cost of ~$14.2M), for which it is seeking cost recovery in this

case.
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Q. What was the Company’s justification for Project Florence?

A. The Company stated:

“[tIhe goal of this project is to consolidate the Construction,
Maintenance and Relay crews along with support functions for
Transmission into a single facility. The staff is currently
located in 3 separate facilities. The optimization and re-design
of the existing laydown yard is to increase efficiency and
provide better fleet vehicle and trailer parking.”® 4
Project Florence began in July 2017, and was placed in service in April
2021. The Company was unable to produce a cost benefit analysis for the
project or a list of annual incremental O&M savings in discovery.® DEP did,
however, provide a Confidential Initial Business Case and other project

documentation, stating:®

[Begin Confidential]

3 See Company response to PS DR 42, “DEP PS DR 42 Attachment”.

4 There were only two buildings, not three. See Company response to PS DR 90-1 and 90-8.
5/d.

6 See PS DR 43, Confidential Attachment 5 & 8.
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[End Confidential]

In addition, the Company provided a Confidential Post Project Debrief
Power Point presentation, which contained numerous errors, as well as

information that was not relevant to the project.”’

The two pre-existing buildings, the Construction Building built in 1996 and
the Maintenance Building built in 1978, replaced by Project Florence were
demolished once Project Florence was operational. The Company replaced
the roofs of both pre-existing buildings and made other security
enhancements in 2014 at an aggregate capital cost of around $200,000.
Staffing levels at the site prior to Project Florence were as follows: (1) 2017-
43 employees, (2) 2019- 56 employees, and (3) 2021- 38 employees, with
office space utilization below 60%. The Construction and Maintenance
buildings had relatively low and static annual operations and maintenance

(O&M) costs of ~$30,000 to $35,000.8
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7 See Company response to PS DR 42, Confidential Attachment 7 and the errors identified in
follow up discovery, PS DR 90-10, 18 thru 20. The errors are located on Confidential Attachment
7 page 3, Economics and Benefits Delivery and Change Order Sections.

8 See Company response to PS DR 90-3.
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The Company stated that during utilization of the pre-existing buildings and
prior to the construction of Project Florence, “crews were able to perform
work to maintain the grid, but the space needs were constrained for
materials and equipment. Keeping order of things had its difficulties.” The
Company further indicated that optimization and re-design of the existing
laydown yard was to increase efficiency and provide better fleet and vehicle
trailer parking. Below are Public Staff questions and the Company’s
responses regarding the cost and need for the new building.

PS question: Demonstrate how the existing three-building
layout was not effective or efficient and quantify the impacts
and lost production on an annual basis.

Company answer. Due to the separation of teams and
materials, the time needed to deploy from the center to the
work was not effective or efficient. A true cost model to
quantify this impact was not performed as part of the business
case for the new facility.

PS question: Describe how the existing laydown yard was
inefficient and how fleet and trailer parking was a challenge or
ineffective.

Company answer. A laydown yard needs proper flow. The
original site was not built to suit the size of new vehicles and
materials used today. Turning radiuses for vehicles was
challenged by the old layout. Due to this, material staging was
made more difficult as well. 10

PS Question: Provide a cost justification and supporting
analysis, with all assumptions and variables defined and
provided, that demonstrate this capital investment was more
cost effective than maintaining/continuing operations of the

9 See Company response to PS DR 90-4 & 90-6.
10 See Company response to PS DR 90-6.
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three existing locations and/or continuing the lease
arrangement.

Company answer: The primary drivers for the project’s
business case are provided on page 2 of Attachment 5
[Provided in response PS DR 42] and include: Consolidate
Construction & Maintenance and Relay into one building,
Facilities are over 20 years old and current crew and yard
laydown space is limited, and Transmission headcount to
increase, opportunity to meet those needs. Therefore, the
business operations and addressing growth (or space
limitations) was the driver and not based on a capital
investment by Duke Energy to realize cost effectiveness of the
new facilities over the existing facilities or lease costs (which
isn’t applicable).™

Why are you recommending disallowance of Project Florence’s costs
and their removal from rate base?

The information, or lack thereof, DEP provided through discovery does not
justify inclusion of the project’s costs in rate base. The fact that an asset
(building in this case) is 20 years old does not mean it cannot continue to
be useful and serve its intended purpose. Operational challenges are not a
reasonable justification to ask ratepayers to pay for a ~$14 M dollar
investment, particularly when no analysis (economic or otherwise) was
performed (at least none that was provided in discovery) to demonstrate
how the functionality of pre-existing buildings was inadequate or inefficient,

or how the new building would satisfy or eliminate them. In fact, the O&M
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1 See Company response to PS DR 90-1.
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for the new building is estimated to be 25% greater than it was for the pre-

existing buildings combined. '?

The aerial photograph below is of the pre-existing Construction and
Maintenance buildings, including vehicles and equipment that provide a
sense of scale.

Figure 1 Original Project Florence Site

The photograph below shows the new Project Florence building in the
foreground with the pre-existing Construction building in the back left
(underneath the Public Staff Data Request 42 notation) and the pre-

existing Maintenance building to the right of center in the background. A

2 See Company response to PS DR 90-12.
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comparison of the first and second photographs demonstrates the scale
and increase to the size of the workspace achieved by the new building.

Figure 2 Post Project Florence Site

A more recent aerial view below shows the new building after the
Construction and Maintenance buildings were demolished. Several other
new Duke Energy buildings are visible in the general vicinity of the new

Project Florence building as well.
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Figure 3 Aerial View of Project Florence
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B. Project Walter

Q. Please discuss Project Walter and your findings and
recommendations.

A. Duke Energy has built or renovated several energy control/operations
centers across the enterprise. As the Commission is aware, DEC built and
placed into rate base a new Electric System Operations (ESO) Control
Center, also known as the Carolinas West Primary Control Center in the

2017 DEC rate case (Docket No. E-7, Sub 1146). In this docket, DEP has
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requested approval of the costs of Project Walter, a new ESO for DEP.
Project Walter was designed and constructed to conduct two primary
operations: the Energy Control Center (ECC) will operate DEP’s bulk
electric (transmission) system and the Distribution Control Center (DCC)
will manage the Company’s distribution system. The facility is designed to
have multiple ancillary functions as well, one of which is a backup control

center for DEC.

The Company closed the project to plant in November 2022 and is seeking
to recover ~$114.8M for costs associated with this project. Based on my
review of the project, | do not take issue with its need. However, the building
is not currently used and useful because it is not operating as intended at
this time. Therefore, it should not be included for cost recovery in the Base
Case. On Thursday, February 23, 2023, the Public Staff conducted a site
visit and multi-hour detailed walk down of the facility and observed the
current state of the building and the construction progress. During the site
visit, | observed one security guard, one person in the maintenance
technician offices, and three additional people in the general support areas
performing work functions. No workers were present in the ECC or DCC

areas.

The Company expects staff to have moved in and each of the primary

functions of the building to have achieved overall functionality on [Begin
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Confidential] |||} (End Confidential] for the DCC and
[Begin Confidential] ||l (Eno Confidential] for the ECC.
A primary reason for these functionality dates is because the building has
yet to be [Begin Conficentia)
I (< Confidentiall.

Given the timing of the project and when it will begin functioning for its
primary purposes, this project is more appropriate for inclusion in Rate Year

1 (October 1, 2023 — September 30, 2024) of the MYRP.

Was DEC’s Carolinas West Primary Control Center fully functional
when it was included in rates in DEC’s 2017 general rate case?

No. However, the circumstances of the DEC and DEP ESOs differ. The
DEC ESO included other aspects of utility operations that were functional,
aspects which are not part of DEP’s Project Walter. Specifically, the DEC
control center includes monitoring and dispatch enterprise-wide regulated
renewable energy resources and security. In addition, and importantly, at
the time of the previous DEC rate case in question, there was no proposed

MYRP to address projected year cost recovery.
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C. Materials and Supplies Inventory

Q. Briefly describe materials and supplies inventory.

A. For purposes of my testimony in this case, | define materials and supplies
(M&S) inventory as spare parts to maintain the reliability and serviceability
of generating plants. M&S inventory can also include costs associated with
future projects, as the Company needs to procure parts in advance of the

time they will be physically installed.

Q. Have you provided testimony on this issue in previous rate cases?
Yes, | provided detailed testimony describing M&S inventory and its
different categories in DEP’s last two general rate cases, Docket No. E-2,

Subs 1142 (Sub 1142) and 1219."5

Q. Are the concerns you have now similar to the concerns you raised in
these previous rate cases?

A. Yes. In both previous rate cases | testified that if the inventory could not be
used for extended time periods, those parts (inventory) are unavailable for
use, and ratepayers should not be burdened with the associated costs of

the inventory being included in rate base for purposes of rate making.

5 Docket No. E-2, Sub 1142, Application of Duke Energy Progress, LLC for Adjustment of
Rates and Charges Applicable to Electric Service in North Carolina, Testimony of Evan D.
Lawrence and Dustin R. Metz, p. 11-18, December 6, 2019; Docket No. E-2, Sub 1219, Application
of Duke Energy Progress, LLC for Adjustment of Rates and Charges Applicable to Electric Service
in North Carolina, Testimony of and Dustin R. Metz, p. 23-28, April 13, 2020.
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A.

Please describe the overall amounts in M&S inventory from prior rate

cases and in the present rate case.

See the table below for costs per year per category.

Table 1 M&S Inventory Costs

M&S Inventory

Change 2016 to 2021 ($M)

6.2

1.8

5.7 | (3.4)

13.5

5.1

13.8

Hold Category Repair Hold QA Hold EC Hold Hold Sum
Years on Hold > 2 4 | 6 2 4 2 4 6 2 4 6
Test Year 2016 (SM) 1.6] 0.9 8 7.1 0.9 27.2| 19.5| 2.8
Test Year 2018 (SM) 7.5| 3.2 1.9 8| 5.7 15.3( 13.7| 10.5@ 30.8| 22.6| 17.2
Test Year 2021 (SM) 6.2| 3.4 2.4 57| 4.6 13.5( 12.2| 10.6 41| 33.3| 15.5

13.8

12.7

Change 2018 to 2021 ($M)

—_

1.3)

0.2

2.3)] (1.1)] 3.3)

(1.8)

(1.5)

10.2

10.7

(1.7)

Overall, while some category values have increased and others have

decreased, from the 2018 test year to the 2021 year, there was a relative

decrease in repair hold and quality hold in terms of dollar value but an

increase in the total hold sum amount also occurred.

Which M&S inventory cost categories are you recommending for

disallowance?

Similar to my testimony in both prior DEP proceedings, | recommend

disallowance of four-year Repair Hold and Quality (QA) Hold costs

associated with inventory that has been in a hold (unusable) status for four

years or more ($3.4 M+ $4.6 M = $8.0 M).

| have provided an adjustment of $8.0M reduction to nuclear M&S inventory

to the Public Staff Accounting Panel for incorporation in their schedules.
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Why are you not recommending removal of Engineering Change (EC
Hold) M&S inventory that has been in a hold status for 6 years or
more?

After evaluation and consultation with the Company, | understand much of
the inventory is this specific category to be related to one-off, large dollar
purchases that have long lead times and/or is no longer commercially

available; therefore, | am not recommending an adjustment at this time.

Do you have any other recommendations or comments at this time
based on your review of the M&S inventory?

Yes. | have one additional finding related to static inventory which was not
removed from the test year base rate costs in the initial filing. Static
inventory can consist of spare parts that were acquired for anticipated
repairs to one piece of plant equipment that has subsequently been
replaced with a different piece of equipment or no longer has a useful
purpose. Static inventory is not usable on the new equipment or elsewhere
in the plant or fleet. Based on my findings and follow-up discovery, the
Company self-identified ~$282K of stranded inventory that should have
been removed from inventory for the period 2017-2021 but was not. The
Company has since made the required adjustment in a supplemental

filing.'® This is a relatively minor finding, but it is my understanding that the

6 Reference Company response to PS DR 72-3(c)(i), and Company Proforma NC-2080.
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Company is evaluating actions to strengthen the static review process going

forward which could mitigate future occurrences.

D. Reserve End of Life for Nuclear, NC-2120

Please describe the purpose of the Company’s Reserve End of Life
for Nuclear pro forma adjustment.

The Company’s adjustment calculates the cost and value of certain
elements of a nuclear power plant, including the unused energy of the last

nuclear fuel bundle and nuclear M&S inventory (spare parts).

Do you recommend that the Company’s pro forma adjustment be
modified?
Yes. | am proposing the same adjustment to M&S inventory and salvage

value that | recommended in Sub 1219.17

First, | recommend that the end-of-life inventory (the M&S Inventory) be
reduced on a pro-rata share across all nuclear generating assets as per my
previously discussed M&S Inventory adjustment in this current case. This
adjustment will result in an overall reduction of the total amount of M&S
Inventory for this line item. Second, | propose a positive salvage value be
assigned to the M&S Inventory. In DEP’s Sub 1142 rate case, Duke used a

20% salvage value, but in this case and as well in the Sub 1219 rate case,

7 Docket No. E-2, Sub 1219, Application of Duke Energy Progress, LLC for Adjustment of
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p. 30-32, April 13, 2020.
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the Company reduced that value to 0%. However, the Company did
respond in rebuttal in the Sub 1219 case that it, “generally agrees that there

will be some small amount of salvage value...at its end of life”."®

Why is it appropriate to use a salvage value of the inventory at the end
of the plant’s life?

Given the uncertainty of which nuclear generating units will seek and
ultimately obtain a subsequent license renewal, | recommend a salvage
value of 5% in this case, and for it to remain static going forward until the
generating units are retired. Motors, electronics, bare stock, forgings, and
assorted equipment, which are all part of the M&S inventory, will have a
minimum salvage or recycle value. M&S inventory, generally speaking,
consists of warehoused controlled pieces of equipment that do not require
significant amounts of labor and resources to disconnect and remove; thus,
the equipment can be removed from the warehouse shelving via boxes,

pallets, or rigging and loaded onto a vehicle for salvage.

The Company’s test year nuclear M&S inventory across its three nuclear
stations (four generating units) totals ~$389M, prior to any Public Staff
adjustments in this case. It is illogical to assume that out of $389M in M&S

inventory, most of which, if not all, is in a warehouse or storage/laydown

OFFICIAL COPY
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yard and generally protected from the elements, will have no salvage or

scrap value.

| have provided this adjustment to the Public Staff Accounting Panel.

Il. Fossil Generation Trends

A. DEP’s Historic Operations of its Generating Fleet

Did you review the historic operations of the Company’s generating
fleet?

Yes, | reviewed the historic operations of the Company’s generating fleet
since the Sub 1219 case, as well as other discrete metrics over
approximately the last decade. Part of the review considered overall system
reliability, service quality, and the reasonableness of using the Company’s
test year O&M costs as a proxy for expected future costs. The review also
required analysis of multiple years of data for trending purposes, spanning
multiple rate case periods' and included categories such as O&M costs,

staffing, and unit outage rates.

Please summarize your review of the Company’s historic operations
of its generating fleet.
The primary purpose of this review was to determine if there has indeed

been a change in the historic operation of the generation fleet, and if so, the

19 Docket No. E-2, Subs 1142, 1219, and 1300.
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direction of the change. This review was not to determine the
reasonableness or prudence of the historic operations of these fleets.
Therefore, the results of my review should not be interpreted to imply that
the Company has been imprudent. With that said, trending data suggest
that certain aspects of generating unit performance have degraded in recent
years, causing concern about the potential for continued degradation and
the Company’s ability to ensure future system reliability, which may
necessitate modifications to utility resource planning. However, part of my
review revealed that the Company changed its method of reporting certain
generation criteria in or around 2016, therefore causing further uncertainty
as to the accuracy of the data or whether trends can be identified using data

from a decade ago.

My review led me to conclude that the Company’s fossil generating fleet
performance (combined cycle (CC), combustion turbines (CTs), and coal)
has degraded (trended negatively) over the last decade (relative change
year over year), with the performance of some units degrading more than
others. Should these negative trends continue, they may further impact
reliability or the ability to perform daily economic dispatch, especially as
these units are required to perform in a much different manner than
originally designed and as other generation units are removed from service.
Coal generation units appear to have had the most significant downward

trends in performance, followed by CC units, and then CTs.
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It is important to note, depending on the generating statistics being
evaluated, different conclusions may be reached. The review included not
only a review of specific generating unit operational performance metrics,
but also staffing, O&M, and other factors, requiring multiple discussions with

Company staff.

Q. Please provide a more detailed description of your review of the
historic operations of DEP’s generating fleet.

A. Part of the Public Staff's discovery focused on various North American
Electric Reliability Corporation (NERC) generating unit performance
statistics as defined in NERC’s 2023 GADS Data Reporting Instructions
“Appendix F: Performance Indexes and Equations.”?® When analyzing
outage trends, two important factors for each unit are its equivalent
availability and its outage rate exclusive of planned outages.?' My overall
review considered the weighted average of each of the Company’s

generating units by type (e.g., CC, CT, and coal) and nameplate rating.

My initial evaluation of unit availability focuses on unit equivalent availability
factor (EAF), which is different than the availability factor (AF). The EAF

metric measures unit performance by determining the percentage of time

Whttps://www.nerc.com/pa/RAPA/gads/DataReportingInstructions/Appendix F Equations
2023 DRI.pdf
21 Planned outages typically allow the Company to perform major plant maintenance work

and inspections that occurs on a nominal cyclic pattern and will likely have a predetermined
duration.

TESTIMONY OF DUSTIN R. METZ Page 23
PUBLIC STAFF — NORTH CAROLINA UTILITIES COMMISSION
DOCKET NO. E-2, SUB 1300

OFFICIAL COPY

Mar 27 2023



10

11

12

13

14

15

that a unit is available without any reductions in nameplate capacity,??
whereas the AF measures unit performance by determining the percentage
of time a unit is available regardless of whether it is operating at its actual
nameplate rating or at a deration to nameplate. An EAF of each generation
unit is weighted (WEAF) on the contribution of each unit’s nameplate rating
to similar Company owned assets. The WEAF is most appropriate for
purposes of my review because unit derates may occur in a given hour, or
even sub-hour, in order to balance system needs or to allow for economic
dispatch. Unit derates at DEP’s Mayo and Roxboro coal generating stations
were a factor in the recent 2022 Winter Storm Elliott event as well as at
certain generation plants in DEC’s service area.?® Unit derates can be
caused by many factors, including boiler tube leaks, excessive water
temperatures, variations in ambient air temperatures, and water chemistry
issues.?* The graphs below show the annual WEAF trends of the

Company’s fossil fuel generating plants since 2013.

22 The reductions to nameplate capacity can be for outages or derates (planned or
unplanned) for the following reasons: maintenance, forced, unforced, or seasonal. A derate, which
is a temporary reduction in nameplate capacity, prevents a generating unit from being dispatched
at its full output.

28 The Public Staff is currently reviewing the impacts and causes of the unit outages from
the December 2022 event, including the detailed discovery responses provided by the Company
in Docket No. M-100, Sub 163.

24 Equivalent availability and other reporting metrics have been discussed in prior avoided
cost filings. Notably, Duke Energy’s most recent avoided cost filing summarized reliability metrics.
See Joint Initial Statement and Proposed Standard Avoided Cost Rate Tariffs of Duke Energy
Carolinas, LLC and Duke Energy Progress, LLC (DEC and DEP Joint Initial Avoided Cost
Statement), at 19-21, filed on November 1, 2021, in Docket No. E-100, Sub 175; See also Duke
Energy Carolinas, LLC and Duke Energy Progress, LLC’s 4" Submission of Responses to Public
Staff's Data Request No. 2, PS DR 2-25, for a description of outages and derates during Winter
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Figure 4 WEAF for Natural Gas Generating Fleet
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Storm Elliott, filed in Docket No. M-100, Sub 163, under seal on Feb. 9, 2023, and confidentially on
Feb. 10, 2023.
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Figure 5 WEAF for Natural Gas Combined Cycle and Coal Generating Fleet
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A second factor discussed extensively in the Public Staff's2®° and DEC’s and
DEP’s comments in the last two avoided cost dockets?6 is the weighted
equivalent unplanned outage rate, which is similar to the weighted
equivalent unplanned outage factor (WEOUF), which does not reflect the
impacts of or meet the requirements of standard planned outages. The
graphs below display the Company’s fossil generating fleets WEOUF

trends.

25 Public Staff's Initial Comments, 15-16, filed Feb. 24, 2022, in Docket No. E-100, Sub
175.

26 DEC and DEP’s Joint Initial Avoided Cost Statement, 19-21.
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Figure 6 WEUOF for Natural Gas Generating Fleet
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Figure 7 WEUOF for Natural Gas Combined Cycle and Coal Fleets
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Overall, CT unit outages appear to vacillate more with a relatively small

increase in unplanned outages from 2013 to 2022, whereas coal and CC

TESTIMONY OF DUSTIN R. METZ Page 27
PUBLIC STAFF — NORTH CAROLINA UTILITIES COMMISSION
DOCKET NO. E-2, SUB 1300

OFFICIAL COPY

Mar 27 2023



10

11

12

13

14

15

16

17

18

19

units have seen a near constant increase in unplanned outage events, and
declining availability. CCs and CT units combined show a relative increase
in WEUOF for 2018 followed by a significant decrease the following year,

whereas coal generation remains elevated post 2018.

What are the key observations from your review of this data?

As a result of current trends, the Company should re-evaluate its fossil-
based generating resources’ effectiveness and unit availability in its
upcoming Carbon Plan Integrated Resource Plan. This may result in a
change of the effective load carrying capability or an increase in the unit
outage rates of fossil generating units, which could lead to the need for a
higher reserve margin. This result would be unfortunate as ratepayers are
already paying for system reliability in base rates, but the decline in unit

performance and availability should not be ignored.

| am not requesting that Duke automatically make more capital
improvements to the units at additional costs to ratepayers; | am merely
highlighting concerns about system reliability and wish to emphasize the
necessity that proposed MYRP projects be scrutinized to determine
whether they will improve reliability or contribute to further decline. If a

particular MYRP project (even if not at a generating unit) does not improve
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system reliability, the Company should question whether the project is

necessary or should be modified or re-prioritized.?”

Q. What O&M trends did you observe?
| reviewed trends in non-fuel O&M spend by generation type for the
Company’s entire fleet by plant. My review of the total amounts of non-fuel
O&M spend for specific business groups (Nuclear, Coal, Natural Gas, Solar,
Hydro, Transmission, and Distribution) shows that O&M costs have
declined in all business groups except solar and hydro after the test year of
the last two DEP rate cases.?® | understand that capital projects sometimes
result in non-fuel O&M cost savings and that 2020 was an anomaly due to
the COVID-19 pandemic, but the trend of cost reductions after a test year
is striking. The table below shows the nominal and present value (2021 test

year) annual non-fuel O&M spend of specific business groups.2°

27 For example, the Company’s February update included ~$170M for structures, building
renovations, administrative buildings, and new facilities. While these capital projects may be of
value, these items could be replaced with generating and reliability investments if a shorter-term
solution is needed to maintain and improve system reliability. Using project costs in the Company’s
MYRP proposal, the Company could build capacity and energy projects, e.g., approximately three
30.5 MW battery projects (using the Craggy project as a proxy) that may be more of a priority than
other projects in the MYRP. The Company must also balance whether to invest in assets nearing
retirement with the total bill impacts to ratepayers, as well as the need to meet the winter morning
peaks of the system.

28 DEP’s two prior rate cases and the current rate case had test years of 2016, 2018, and
2021, respectively.

29 Source: Company responses to PS DR 21-3 &
https://fred.stlouisfed.org/series/[FPCPITOTLZGUSA .
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Table 2 Annual Non-Fuel O&M Spend of Specific Business Groups

As Spent Adjusted for Inflation

Total Total
2015( S 1,004,999,282 | S 1,099,154,987
2016| S 979,737,963 | $§ 1,058,025,763 |Test Year Sub 1142
2017| $ 892,679,133 | $ 943,476,913
2018| $ 950,737,357 | 980,320,862 |Test Year Sub 1219
2019| $ 904,496,502 | S 915,760,354
2020( S 814,501,428 | S 814,501,428
2021| $ 850,214,815 | $§ 850,214,815 [Test Year Sub 1300
2022| $ 896,126,415 | § 847,735,588

From 2015 through 2022, the total present value of all non-fuel O&M costs
declined year over year by ~3%. Notably, the fossil generating fleet O&M
spend declined ~4% year over year, some of which resulted from capital
project improvements. However, declining WEAFs over the same period
indicate lower reliability, not greater efficiency. Further, annual fuel filings
for DEP and DEC, as well as transfers of non-firm energy via the Joint
Dispatch Agreement (JDA), show an ~2% reduction in DEP’s total energy
generation from 2019-2020. During that same time, the percentage of
energy from DEP-owned generation dispatched to serve DEC via the JDA
increased by ~11% or 572,975 megawatt-hours (MWh) even though DEC
decreased its JDA transfers to DEP by ~46%, a reduction of 901,996 MWh

relative to the prior year.30 31

30 Generation data and JDA transfers were taken from each year’s annual fuel cases and
the 12-month ending fuel reports filed with the Commission.

31 In other words, energy transfers from DEP to DEC were increasing at a time when DEP’s
generating units were less available and some of which were generating less energy. Had the units
had a higher availability factor, it is reasonable to assume that energy transfers from DEP to DEC
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The WEAF for the coal generating plants declined from ~80% pre-2020 to
a single year value of ~62% and remained at the lower value for 2022. In
addition, non-planned unit outages increased during the same period in
question, while total O&M spend decreased in aggregate from the amounts
reflected in the 2019 rate case (2018 test year), which were used to set an
expected or reasonable level of ongoing costs. Further, the lower O&M
costs, which can benefit ratepayers in the short run due to lower operating
costs, may have a longer-term negative impact on reliability as reflected by
declining unit performance for certain generating groups. The Public Staff
settled with DEP on an amount for O&M in the last rate case that we
expected would be sufficient for the Company to maintain its generating
fleet and ensure system reliability and availability for economic dispatch.
While the Public Staff encourages the Company to look for cost savings that
occur organically without impacting reliability, cuts in O&M spending
immediately following a general rate case that established those levels of
ongoing O&M raises questions. If the Company planned to reduce O&M
expenses across its generating fleet after the test year, it should have filed
a pro forma adjustment to reduce the level of O&M costs in the prior rate

case. That did not happen, and as a result, its ratepayers have paid a level

would have been at an even greater level, thus improving total system (DEP and DEC) economy
and reliability annually.
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of O&M costs for the last three years above the Company’s actual O&M

spend while the performance of certain generating units declined.

The graph and table below show that the Company decreased internal labor
at the Roxboro and Mayo generating plants, DEP’s remaining coal plants,
over the last three years, while unplanned outages remained high and the

EAF remained low as compared to the prior seven years.3?

Figure 8 Mayo and Roxboro Generation Staffing
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32 See Company response to PS DR 6-1 and 6-2.
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Table 3 Summary of Outage and Generation Metrics of DEP Coal Plants with

Energy Transfers and Staffing

Outage and Generation Metrics of DEP Coal Plants with Energy Transfers and Staffing
Total Head
Equipment | Unplanned | Present Value | Coal Energy Energy JDA Transfer | Count
Availabilty [ Outage Non-Fuel Generation | Produced | DEPto DEC | Mayo &
Year Factor Factor O&M MWh MWh MWh Roxboro
2013 83.73 4.69 13,085,888
2014 86.06 2.9 15,389,417
2015 81.79 8.14| $ 171,587,025 12,151,478
2016 90.45 4.04| S 122,813,921 10,321,577| 67,619,619
2017 80.96 5.52| $ 106,067,094 7,433,789( 70,851,204
2018 70.35 4,98/ S 135,105,162 7,419,209| 70,945,428 5,418,223
2019 80.16 10.68| $ 130,755,161 8,472,597| 69,839,648 5,338,351 241
2020 62.27 16.39| $ 96,975,027 5,884,784 68,264,626 5,911,326 217
2021 63.78 16.92| $ 107,492,399 6,822,299| 70,153,063 5,779,517 191
2022 62.55 16.31| $ 107,178,951 6,551,940 70,296,361 7,369,876 182

Do you believe there is a connection between the declines in the
reliability of the fossil fuel fleet with the Company’s System Average
Interruptions Duration Index (SAIDI)?

Yes. While the WEAF is a metric of generation fleet performance, changes
in SAIDI are most often affected by the performance of the transmission and
distribution (T&D) systems. Thus, changes in these two metrics may be
indicative of increases or decreases in capital spend or O&M. Public Staff
witness Tommy Williamson discusses DEP’s SAIDI performance in more

detail in the Service Quality section of his testimony.

The Company’s generating fleet (Nuclear, Steam-Coal, and possibly
Natural Gas) will receive less funding in the MYRP as compared to the Base

Case. The table below compares the Base Case spend on capital
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investments with the aggregate MYRP projections.3 The historic review is
covers the first 30 months of capital spend closed to plant after the Sub
1219 update cutoff date; | will update this table in supplemental testimony.3*
Company updates of more months of the historic rate case will increase the

column listed as Sub 1300 Base Case.

Table 4 Base Case spend with MYRP Projections

30 Months 36 Months

Type of Capital Plant Sub 1300 Base Case MYRP, RY1-RY3

Elec - Distribution Plant

1,446,121,087 1,916,311,509

Elec - General Plant

320,680,594 325,459,818

Elec - Hydraulic Production Plant

80,625,744 167,335,125

Elec - Intangible Plant

132,598,614 96,152,354

Elec - Other Production Plant

316,594,955 779,457,761

Elec - Steam Production Plant

87,405,199 32,813,897

$ $
$ $
$ B
$ $
Elec - Nuclear Production Plant S 398,316,700 S 323,396,382
$ $
$ $
$ $

Elec - Transmission Plant

573,029,915 1,152,877,089

Q.

Based on your observations and trends of historic generating unit
reliability, what are your recommendations in this general rate case?
| am not proposing any adjustments to the Base Case capital plant spend
for coal, nuclear, and natural gas generating assets. | do request that the
Company address in its rebuttal the following topics related to generating

unit performance trends:

33 MYRP Projects are based on the February 2023 DEP update.
34 The Public Staff received updates to PS DR 11-1 with December projects closed to plant

on February 27, 2023. The Company reported an additional ~$7M in Steam Plant additions (closed

to plant) just for the month of December. The Company has also closed to plant ~$5M in Steam

Plant for the month of January 2023, which is still under review and audit.
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e The Company’s plans to prevent further degradation of the
generating unit performance of its coal fleet, and the steps being
taken over the same period to improve upon its coal generating unit
reliability and availability.

e The Company’s spending priorities among business groups in the
MYRP, given decreasing SAIDI numbers (positive reinforcer) from
2017 to present, concurrent with negative trends in coal and natural
gas generating unit performance.

e Decreases in head counts (employees) at generating plants
continuing year over year while generating unit performance trends
downward.

e Shorter, stop gap measures to ensure system reliability and maintain
more favorable economic dispatch, given that the Company’s coal

plants may be at a terminal phase in their service lives.

Q. You stated previously in your testimony that depending on which
generating statistics are evaluated, different conclusions may be
reached, could you please expand on that statement.

A. During the Public Staff's review of the reliability of the fossil fuel fleet, the
Company discussed different metrics that it has historically used, including

the equivalent forced outage factor (EFOF),3° which measures only forced

35 [Begin Confidential

onfiaentia ererence Lompany conriaential response -
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outages. While the number or duration of forced outages may decline, it is
important to examine the reason why the decline occurred and any changes

to the number and duration of other types of outages.

For instance, a reduction in forced outages could occur, but it could be due
to an increased number of maintenance outages or maintenance outages
(or even planned outages) of longer duration due to the removal of
generation assets from economic dispatch on any given day. Focusing on
one single metric can obscure the need for further improvements to
generating unit reliability or the economic impact of the daily least cost

dispatch of the entire fleet.

B. Coal Reliability Assurance: NC-2160

Did you review the Company’s proposed pro forma NC-2160 filed in its
February 2023 supplemental testimony and update?

Yes, but | was unable to complete my audit of the proposal prior to filing this
testimony due to time constraints. The Company’s proposed NC-2160 pro
forma was to request additional O&M to supplement the test year spend for

coal reliability assurance.
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Based on the information you have reviewed, please provide your
preliminary opinion of the pro forma adjustment proposed by the
Company.

In general, there is merit to the Company’s proposed adjustment based on
the coal unit availability and outage rates discussed earlier in my testimony.
However, the approved revenue requirement from the Company’s last two
general rate cases included a level of ongoing generating plant non-fuel
O&M expense, which the Company reduced (particularly for its coal

generating fleet) the very next year.

My earlier testimony pointed out the reduced head counts at Mayo and
Roxboro since 2019. In prior rate cases, the Commission approved retail
rates that included an estimated or expected level of O&M spend (including
staffing). Once rates were approved, the Company proceeded to reduce the
level of O&M spend, in part by reducing staffing. In this case, Company has

identified a need to increase spending above the test year level.

The Company’s proposed pro forma (NC-2160) uses an estimated DEC-
DEP aggregate amount of discrete spend over various categories. The
Company then allocated a portion of the aggregate pro forma to DEP based
on its share of the total number of coal generating stations located in the
utilities’ combined service areas. | do not believe cost sharing between DEC
and DEP should be based on a simple ratio of the number of generating

plants for each utility. The coal units in question differ in capacity size,
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efficiency, geographic location, and number of employees. Furthermore, the
Company’s proposed 60% allocation of DEC-DEP aggregate amount
appears to be based on the number of coal plants and respective units in
each utility. DEC has more coal plants and more units than DEP, but the
Company assigned a higher percentage to DEP. A more tailored and unit-
specific adjustment for each coal generating station is more appropriate, but
| was not able to propose an alternative modification to the DEC-DEP cost
sharing mechanism at this time. DEP should respond through rebuttal with
a more tailored and unit-specific adjustment as well explaining why DEP

was assigned 60% of the total cost when DEC has more units.

The table below breaks down the Company’s proposed costs to DEC and
DEP by year.

Table 5 DEP and DEC Coal Fleet Costs by Year

Reliability Assurance Cost Category 2023 2024 2025
Major Components
Reliability Threats Analysis 39 2 335
Winterization O&M $1.9 $4.8 $5.8
Op(I-:ra.tc-ar Workarounds / $4.7 4.5 $6.3
Reliability Improvements
Staffing $5.9 $5.9 $7.5
Repair Hold $4.3 $1.7 $1.7
Reliability Assurance Total $20.7 $21.0 $24.8
For Rate Case (Proforma) Purposes 2023 2024 2025
DEP Share - 60% (5 Units) $12.4 $12.6 $14.9
Mayo - 1/5 Units $2.5 $2.5 $3.0
Roxboro - 4/5 Units $10.0 $10.1 $11.9
DEC Share - 40% $8.3 $8.4 $9.9
Total $20.7 $21.0 $24.8
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Besides the concerns identified above, | am also recommending several

other modifications to NC-2160.

DEP should have already completed the Reliability Threat Analysis as a
part of standard utility practice, with any update or modification included in
the 2021 test year expenses. The Company should have completed this
analysis following the 2014 and 2015 Polar Vortexes, the 2018 cold weather
event, and in lessons learned from Winter Storm Uri in early 2021. As a
result, this cost should be excluded from any proposed pro forma

adjustment.

Similar to the Reliability Threat Analysis cost, the Winterization O&M work
should have been completed as well. Year over year changes and
modifications to O&M plans should be standard business practices, and do
not justify an elevated level of spend. However, based on recent historic
unit performance, a level of incremental spend may be justified as part of
the normal course of business. Based on my preliminary review | support
the inclusion of the 2023 incremental amount of $1.9M on a going forward
basis, noting that | have yet to review the supporting information behind this
value. | do not support the rapid increases in O&M spend proposed for 2024
and 2025, to $4.8M and $5.8M respectively. My preliminary

recommendation is that $1.2M?36 is a reasonable estimate of incremental

36 $1.9.M (DEC + DEP system) x 60% = ~$1.2M (DEP system, rounded up).
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spend for ongoing O&M at the coal generating fleet. | may update this

recommendation following completion of my review.

As for Reliability Improvements, the majority of the costs appear to be
capital-related rather than O&M. The Company has the ability, via the
MYRP process, to propose future capital investments for cost recovery in
this case. The Company filed its initial MYRP proposal in October 2022, and
an update in February 2023. As a result, this line item should be excluded

from the pro forma adjustment and included in the MYRP if appropriate.

While the reliability and availability metrics and the concurrent staff
reductions cited earlier in my testimony may suggest the need to increase
staff at these coal generating plants, the ongoing level of O&M costs
included in the Sub 1219 rate case also included around 240 employees.
Yet, the following year, the Company reduced staff at Roxboro and Mayo to
~200 people total and are now down to ~180-190 employees. As such,
there is no certainty that the Company will hire and continue to employ the
proposed level of increased staff at these plants. Further, the Company
proposed this pro forma as a DEC-DEP joint effort with each receiving a
pro-rata share. It is unclear how the expected upcoming closure of DEC’s
Allen Steam Station will provide potential synergies or staff relocation,
mitigating potential impacts of this adjustment. For purposes of establishing
rates, | propose a pro forma increase of half of the Company’s 2023 staffing

request, rounded to $3M (DEC + DEP system) or $1.8M (DEP system).
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| recommend that the Commission reject the proposed Repair Hold (RH)
category adjustment. Ratepayers have already paid for a level of inventory
management and control through base rates, and the proposed first year
spend of $4.3M and $1.7M in the following two years appears to be an
attempt to clear backlog of a larger volume of inventory (spare parts) to be
repaired. The Company has not justified an incremental spend above what
is already included in the 2021 test year. Accordingly, this line item should

be excluded from the pro forma adjustment.

| provided to the Public Staff Accounting Panel a modified NC-2160 pro
forma adjustment to increase annual O&M for DEP’s coal generating fleets
to $3M (DEP system level), resulting in an ~4.5% increase in the Company’s
annual non-fuel O&M spend. As filed, the Company’s pro forma results in a
near 19% increase (present value) in a single year for non-fuel O&M at two

generating stations.

C. Contributions in Aid of Construction (CIAC)

Did you review CIAC in this case?
Yes, the Public Staff reviewed DEP’s CIAC and had several discussions

with the Company on the topic.
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Q. Please define CIAC and its relationship to your review in this rate case.
A. CIAC is third party funding of utility capital projects, usually new
construction. The third party is typically a utility customer who has requested

work to be done by the utility.

For purposes of my review, | focused on CIAC projects completed since the
Company’s last rate case, including DEP’s projects to interconnect third-
party Qualifying Facility (QF) generation. Historically, a QF developer is
responsible for the cost of network upgrades required for interconnection,
and these costs are not socialized to all ratepayers unless otherwise
permitted by law. As part of this process to determine the CIAC, the
Company performs a study to determine what network upgrades are
necessary for the safe and reliable interconnection of the developer’s
project. DEP then charges the third-party developer for the construction
costs of the identified network upgrades. Ultimately, ratepayers should be
held harmless if the network upgrades are paid for in whole by the
developer, plus any additional true up costs, once the project is online. The
Company historically recorded developer CIAC payments as revenue,

rather than an offset to rate base.

The Company self-identified this CIAC issue in a 2019 audit but deemed it

not to be material.3” The Company revisited this topic during a 2022 follow-

37 “The 2019 audit found that liability accounts holding generator deposits have significant aging
balances, and reconciliations were performed inconsistently. In addition, the audit found that
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up audit and made a process change at that time, setting a June 2023
deadline for documenting processes and defining roles and
responsibilities.8 | attempted to determine the magnitude and resulting rate
impact of this issue; however, more time is needed to audit, validate, and
review this issue given the complexity. The Public Staff Accounting Panel

addresses the accounting aspects of this finding in their testimony.

accounting for Distribution interconnection construction contributory payments was incorrect. The
audit stated that the annual impact of this error was not material to the financial statements. The
management action for the account reconciliations was for accounting and finance to implement
consistent account reconciliations in accordance with company policy. As it relates to accounting
for distribution contributory payments for distribution interconnection facilities, it was determined
that the company’s practice to record contributory payments from generators to the income
statement as Other Revenue while costs incurred to complete construction are charged to CWIP
balance sheet accounts was incorrect. Instead, the audit stated that the contributory payments
should be recorded to CWIP. At the time, the balance in CWIP was immaterial and received a low
priority categorization.” See Company response to PS DR 189-1.

38 The Company’s response further stated, “The company did stop recording contributory
payments to revenue and started recording to the 0242-liability account initially with the intent of
journal entries being performed to move the deposit to the (0107/0101/0106) capital projects. Due
to high volume and difficulty implementing process changes, a regular cadence to reclass the
contributory payments to the capital projects did not occur. An entry to reclass the upgrade deposit
also did not occur for the same reasons. In 2022, a second follow up to the 2019 internal audit was
performed. The audit recognized that the process improvements have strengthened tracking of the
interconnection financial activity. However, the audit observed that comprehensive process
documentation needs to be established to define roles and responsibilities and ensure sustainability
of the financial processes. The management action due on June 30, 2023 includes, documenting
processes and defining roles and responsibilities.” /d.
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D. Transmission Cost Allocation

Did you review the Company’s alternative transmission allocation
between DEP and DEC as discussed in the testimony of Company
witness Kathryn S. Taylor?

Yes. DEP witness Taylor presented on pp. 17-18 of her testimony an
alternative transmission allocation based on DEC and DEP’s North Carolina
retail transmission demand load ratio share. Witness Taylor stated that the
Company was not proposing this alternative but was providing the

calculation for the Commission’s consideration.

What is your opinion of the Company’s alternative?

While there is merit to the Company’s alternative, and the mechanics
appear reasonable at first impression, | recommend a different approach.
My proposal does not involve allocating DEP transmission plant costs to
DEC or vice versa, but instead focuses on net energy transfers between
DEP and DEC. DEC’s annual transfers to DEP decreased by ~45% from
2018 and 2019 levels to 2022, while DEP’s annual transfers to DEC have
increased. Modeling from the 2022 Carbon Plan shows continued increases
in transfers from DEP to DEC, due in part to the significantly higher levels
of installed and proposed solar photovoltaic generation in DEP, as well as
DEP’s proximity to the potential location for onshore and offshore wind

projects.
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My alternative proposal utilizes the non-firm transmission rate from the
FERC-approved Joint Open Access Transmission Tariff (OATT) of DEC,
Duke Energy Florida, and DEP, which incorporates capital and ongoing
O&M costs of the DEC and DEP transmission systems.3® DEP’s alternative
allocation only considers a discrete portion of each utility’s system and does
not consider the O&M costs. The OATT, updated annually and listed on the
OASIS website, provides an established calculation for transmission
system capital and O&M costs that is transparent and easily verifiable.*°
The Public Staff's recommendation, and the corresponding adjustment, is
for retail ratemaking purposes only, and should not be interpreted to imply

changes to dispatch or dispatch costs at this time.

DEP’s and DEC’s 2022 non-firm transmission rates are as follows:

Table 6 DEP’s and DEC’s 2022 Non-Firm Transmission Rates

DEP DEC

Peak $5.58/MWh | $4.05/MWh

Non-Peak | $2.66/MWh | $1.93/MWh

39 DEC OATT Transmission Rate Formula Template Using Form 1-Data Utilizing Cost Data
for (Historic Years) with Year-End Average Balances Development of Revenue Requirement
OATT, p. 3 of 7 (328 of 1170); DEP OATT Transmission Non-Levelized Rate Formula Template
Using Form-1 Data Development of Revenue Requirement, p. 3 of 5 (510 of 1170).

40 This rate was used in the SP5 and SP6 2022 Carbon Plan modeling scenarios
recommended by the Public Staff to simulate the reality that utilization of another utility’s
transmission system should not be at zero cost.
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Why do you recommend the use of the non-firm OATT charges?
The non-firm rate is appropriate because energy sales (and power flows)
between DEP and DEC are occurring via the JDA, which only allows non-

firm energy transfers.

The increasing power flows and overall magnitude of MWh generated and
transferred from one utility to the other has been a topic of internal Public
Staff discussions, as well as potential changes to the JDA. My proposal is
an intermediate step in advance of a full merger of DEP and DEC. While
not punitive, it would result in an increased cost to DEC customers to gain
access to lower cost energy generated in DEP’s territory and transferred
(wheeled) through DEP’s transmission system. Because this proposal
encompasses the utilization of DEP’s entire transmission system, including
costs associated with maintenance and upkeep, it provides a more holistic
and encompassing adjustment than one that considers a single set of

discrete projects.*’

What is your proposed adjustment?

The detailed mechanics of this proposal are straightforward. Using the
calendar year 2022 hourly power flows (MWh) from DEC to DEP and from
DEP to DEC for each hour, DEC’s power flows are subtracted from DEP’s,

resulting in a net power flow for each hour. Next, the on- and off-peak hours

41 DEP witness Taylor’s approach focused solely on the Red Zone Expansion Plan (RZEP)
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are calculated and multiplied by the appropriate OATT rate for each hour of
energy transfer by utility using DEP’s rate, given that DEP was net long in
energy transfers. Finally, all of the $/MWh of on- and off-peak rates are

summed. The segmented table below shows net power flows by hour

OFFICIAL COPY

ending 0800 (8am) through 1700 (5pm). The net power flows simulate solar e
o
o
generation at peak hours, which approximates the behavior seen in the :‘_
o
2022 Carbon Plan results and coincides with the amount of DEP solar o
=
generation compared to DEC.
Table 7 DEP to DEC Net Transfers per Hour
2022
DEP to DEC Net Transfers per Hour
MWh
8 9 10 11| 16 17
148,941 | 237,906 | 334,802 | 411,512 | 466,612 431,134 | 335,882

This method results in DEP receiving approximately $29M (system) annual
non-firm retail transmission revenues from DEC. The NC retail adjustment
for DEP is approximately $20M. | have provided this calculation to the Public

Staff Accounting Panel.

After discussions with Duke, | believe this proposal should not impact the
JDA, impact the way that the OATT rates are calculated, run afoul of the
JDA provisions, interfere with FERC rules and ratemaking, or impact the

Public Service Commission of South Carolina’s jurisdiction.
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This proposal should help mitigate further exacerbation of the rate disparity
between DEC and DEP by balancing system costs with system benefits

from the perspective of NC retail ratepayers.4? 43

V. MYRP Recommendations and Findings

A. Review of MYRP

Q. Please summarize your review of the Company’s proposed MYRP.
The Public Staff reviewed the Company’s initial and supplemental February
filings and updates, initiated multiple sets of discovery, and participated in
multiple meetings with the Company on the MYRP. To aid in our review of
certain aspects of the transmission MYRP, the Public Staff retained GDS
and Associates, Inc., to augment internal technical staff. GDS reviewed the
Company’s power flow analysis, which is often used to justify the need for
transmission-related projects. The findings and recommendations of GDS’s
investigation are contained in the testimony of GDS witness Chiles on
behalf of the Public Staff. | have incorporated his recommendations and

provided proposed adjustments to the Public Staff Accounting Panel.

42 Order Adopting Initial Carbon Plan and Providing Direction for Future Planning, p 128,
issued in Docket No. E-100, Sub 179 on December 30, 2022.

43 This proposal would not only resolve the Commission’s Carbon Plan Order and future
resource planning, but also addresses current system conditions and equitably compensates DEP
ratepayers for use of DEP’s transmission system.
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Please provide your general impressions of DEP’s MYRP.

DEP’s proposal has several broad issues that could impede successful
implementation of the MYRP to the detriment of ratepayers, including
inadequate staffing, lack of Company-wide project optimization, inability to
adapt to changing conditions given the timing of the MYRP projects, and

the likelihood of costs attributable to projects not currently in the plan.

If the Company has proposed to complete a portfolio of programs on an
unrealistic timeline without acquiring and maintaining adequate staffing
levels or material procurement over the three-year planning period, there
could be a significant risk that ratepayers will pay for projects that will not
be completed or will have to pay even more to complete planned projects
due to higher labor costs and project management inefficiencies. Mitigating
this risk is not as simple as asserting that if the Company spends less than

forecasted, the earnings mechanism will result in refunds.

A review of the full MYRP also reveals that the Company did not “globally”
optimize project spend across all of the business groups. While there was
project optimization within each business group (e.g., transmission,
distribution, nuclear, fossil, renewables, etc.), the Company did not
compare projects from one business group to projects from another in an

effort to truly maximize the benefits of the total spend requested in this case.

Lastly, the degree of uncertainty must be considered when reviewing the

Company’s MYRP. When unforeseen events alter the timelines of projects
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due to unanticipated equipment failures or require the Company to replace
entire programs to meet changing NERC standards, or to respond to events
like the substation attacks in Moore County, the MYRP proposed today will
likely be very different from the one proposed in three years. Projects in the
MYRP filed in October have already been altered or replaced in just the last

five months.

Please comment on the Company’s initial testimony and the Public
Staff’s review of the MYRP proposal.

This application is the Company’s first MYRP filing, as well as the Public
Staff’s first review of an electric utility MYRP filing. As a result, issues were
bound to arise; however, the Company’s initial filing and supporting work
papers created significant issues for the Public Staff. These issues center
around incomplete project support, and project support documents not
aligning with the Company’s workpapers used to calculate rates, notably
Taylor Exhibit 4, Workpaper 5. After multiple meetings between the Public
Staff and the Company to identify the deficiencies and inconsistencies, the
overall issue of incomplete or missing documentation was mostly resolved,
but not before the Public Staff lost about two weeks of productivity and
multiple weeks in which to conduct discovery. Then, in late November, the
Public Staff submitted multiple discovery requests to reconcile the
Company’s MYRP application with correct and complete project

documentation.
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Please describe the communication between the Company and the
Public Staff during your review of the October 6 initial filing and
reconciliation discovery.

Overall, the Company was receptive and incorporated significant portions
of the Public Staff's feedback regarding its requests for reconciliation

discovery.

During or even after the reconciliation discovery process for the
MYRP, were there any other larger issues the Public Staff identified or
discussed with the Company?

During our review of the initial filing and while evaluating the reconciliation
discovery of MYRP projects, it became clear that the project estimates were
relatively old and likely outdated. For example, certain projects had
estimates that were multiple years old, and initial funding requests (project
funding approvals or equivalent) were completed in spring of 2022, nearly
6 months before the filing of the MYRP application. | acknowledge that it
takes time to compile, vet, and create project authorization accounting
schedules for over $4B in capital spend over three years, but risks of out-
of-date project estimates are a significant concern, especially given 2022
inflation and supply chain constraints. The fruits of these efforts of the Public
Staff and the Company can be found in the Company’s February 2023
update filing. Now that Duke is aware of these issues, the Public Staff hopes

to avoid the need for reconciliation data requests and large-scale
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supplemental MYRP updates in future rate cases, enabling the Public Staff

to use the full discovery period to audit accurate information.

Please summarize the Company’s February 2023 update filing.

As stated above, one purpose of the February 2023 update filing was to
address the Public Staff's concerns with stale estimates. During the
discovery process for the original filing, the Company self-identified select
projects that it decided to remove from the filed MYRP. Thus, a mid-rate
case revision to the MYRP projects (inclusive of project needs, timing, and
costs) was appropriate and mitigated some of the Public Staff's concerns;
however, a wholesale substitution of the projects in the original application

would have been unreasonable.

The graphs below illustrate the historic rate case spend the Company seeks
for recovery, as well the MYRP (February update) and MRYP capital spend

by category and by Rate Year.
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Figure 9 DEP Capital Closed to Plant 6/20 — 11/22

DEP Capital Closed to Plant
June 2020- November 2022

M Elec - Distribution Plant
M Elec - General Plant

M Elec - Hydraulic
Production Plant

I Elec - Intangible Plant

Elec - Nuclear Production
Plant

M Elec - Other Production
Plant

M Elec - Steam Production

Plant

Figure 10 DEP MYRP Capital Spend Projection

DEP MYRP Capital
October 2023- September 2026
Feb 2023 Update

1%
M Distribution Plant in Service

M General Plant in Service
M Hydro Plant in Service
Intangible Plant in Service
Nuclear Plant In Service
M Other Production Plant in

Service

M Steam Plant in Service
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Figure 11 DEP MYRP Capital Spend by Rate Year

DEP MYRP Capital Spend by Rate Year, Feb 2023 Update

Transmission Plant in Service
Steam Plant in Service

Other Production Plant in Service
Nuclear Plant In Service
Intangible Plant in Service

Hydro Plant in Service

General Plant in Service

Distribution Plant in Service
S

//.
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M Rate Year1 M RateYear2 MRate Year3

Figure 12 DEP MYRP Capital Spend with Public Staff Adjustments

DEP Capital MYRP
October 2023- September 2026
Feb 2023 Update with PS Adjustments
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W General Plant
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The proposed MYRP project spend, which is not the Company’s total
expected capital spend during the MYRP period, is close to historic spend
levels by percentage and category except for a few, albeit important,
differences. Hydro plant in service is elevated in the MYRP compared to the
Base Case because of the Blewett Falls TST. Other Production plant in
service will also be elevated in the MYRP given the increase of battery
storage projects and miscellaneous solar projects projected to go in service

during each respective Rate Year.

How does the review of a traditional rate case compare to the review
of both a historic and MYRP rate case?

The MYRP process, at a minimum, doubled if not tripled the amount of time
required to audit and review compared to a traditional rate case. Auditing
the MYRP elements of the case reduced our total time to work on the
historic part of the case, and vice versa. Adding the review of DEC’s MYRP

on top of the DEP filing exacerbated the challenges.

B. Staffing

Please discuss your concerns with DEP’s proposed MYRP.

My greatest concern is the Company’s ability to meet necessary staffing
levels to complete its proposed MYRP projects. In order to complete
projects, sufficient labor resources (as well as the necessary equipment)

are required to complete the work. The labor resources can come from
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internal or external labor, as there may be cost premiums for utilization of

external labor and meeting project timelines.

My concern regarding staffing arose from my review of the Company’s
historic staffing as well as 2023 staffing projections.** | anticipated
increases in staffing for the T&D work groups given the number of T&D
projects in the MYRP. Responses to discovery raised additional concerns
about the negative trends in reliability and availability of the fossil fleet,

which | discussed earlier.

Below is the Company’s most recent internal staffing level for the
Transmission Group, followed by its 2023 projection. Overall, Transmission
has around 2000 employees currently, but the Company is anticipating a
precipitous increase of ~1000 more internal employees in a single year.
Even in isolation, it seems like a challenge to internally hire this many

employees in such a short time period.

44 Reference Company Response to PS DR 6. Upon further review of the discovery
responses in PS DR 6, it appears that the Company reported certain business groups at a corporate
or even a DEBS/DEC/DEP level, while other categories are at only the DEP level.

TESTIMONY OF DUSTIN R. METZ Page 56
PUBLIC STAFF — NORTH CAROLINA UTILITIES COMMISSION
DOCKET NO. E-2, SUB 1300

OFFICIAL COPY

Mar 27 2023



10

Figure 13 DEP Transmission Group Staffing

Duke Energy Progress
Transmission Group
2019 -2022 with 2023 Projections
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Distribution staffing follows a similar trend to transmission. Historically,
the Company has around 3,800-4,000 internal distribution employees,
with some recent additions in 2022. However, similar to Transmission,
the Company expects to increase internal staffing by over 50% in the
coming year. This magnitude of change is staggering and poses a risk
that the Company may be unable to complete the MYRP capital work in
addition to normal, business-as-usual work (i.e., projects not listed in the
MYRP) on time and on budget. If the Company is not able to meet its
forecasts, the question arises as to whether it is reasonable for

ratepayers to bear the cost premiums for external labor.
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Figure 14 DEP Distribution Group Staffing

Duke Energy Progress
Distribution Group
2019 -2022 with 2023 Projections
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Another concern relates to historic and projected staffing for other business
groups, some of which involve MYRP projects and others that pertain to
basic, ongoing utility services. Part of my review in both the traditional
general rate case and the MYRP involved consideration of the Company’s
plan for labor staffing to complete these MYRP projects, and the execution
or cost risk to ratepayers for completing the Company’s proposed projects.
The graphs below show forecasted labor for other business groups

(exclusive of transmission and distribution).
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Figure 15 DEP Nuclear Group Staffing

Duke Energy Progress
Nuclear Generating Division/Group
2019-2022 with 2023 Projections
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Figure 16 DEP RRE, Renewables and Traditional Generations Groups Staffing
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2019-2022 with 2023 Projections
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Figure 17 DEP Customer Service Group Staffing

Duke Energy Progress
Customer Service/Call/Support Center
2019-2022 with 2023 Projections
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| issued multiple discovery requests, as well as participated in meetings with
the Company, to understand how the Company plans to augment its current
labor force to complete the MYRP projects. Overall, | found their responses
regarding the increased staffing of the transmission business group to be
the most uninformative. From my view, the Company does not have a plan
to increase staffing for planned MYRP work while continuing to perform

traditional work other than to rely on the outside market.

Q. Please address the overall capital spend in the MYRP.
A. Projects completed in the Base Case (June 2020 through November 2022)

resulted in an average capital spend of $112M a month, whereas the
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Company’s MYRP capital project plan projects to spend ~$134M a month.45
Notably, the Company’s MYRP project plan does not include all the work
expected to take place during the MYRP period. The Company’s proposed
MYRP capital projects plus non-MYRP capital-related work total $225M per
month (compared to the Base Case $112M, discussed previously).*¢ Below
are several graphs and a table, the first showing the Company’s base case
capital spend and the second showing the Company’s MYRP capital spend
by business group. The chart that follows lists the Company‘s historical
capital spend, projected MYRP capital spend, and projected total projected
spend (MYRP and non-MYRP spend) all by business group. Comparing the
historic spend amounts per business group, inclusive of emergent or
opportunity work that typically arises, to the adjusted capital project work
that is likely to take place over the next three years, illustrates how the total

spend percentage by category shifts.4’

45 The Public Staff is still auditing items closed to plant post-November 2022.

46 This spend does not reflect any removal of projects from the historic rate case or the
MYRP. These values are based on the Company’s ask for rate recovery and any additional items
that were self-identified by the Company in discovery.

47 The Company reported the spend per groups differently than how costs were reported
in the MYRP. However, the general spend of Distribution and Transmission should be the same
between the Base Case and expected capital spend.
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Figure 18 DEP Base Case Closed to Plant

DEP Capital Closed to Plant
June 2020- November 2022
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